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COLOMBIA: KEY ECONOMIC INDICATORS 
annual percent changes unless otherwise specified 


1982 1983 1984 


National income and prices 
Real GDP growth 

GDP deflator 

GDP per capita (1975=100) 

Consumer prices (avg) 

Real wage index (1980=100) 


Production and employment 
Manufacturing 


Agricultural 
Crude oil 
Unemployment rate, 11 cities 


Money and Credit 

Growth of Ml 25. 
Growth of M2 24. 
Domestic credit growth Ks 
Public sector defict, % GDP 6. 
Interest rates on 90 day CDS 36. 
Exchange rate, at year end 70. 
Rate of devaluation 19. 


OWN ODL FS 
WODAPNA 


Balance of Payments ($ millions) 
Merchandise exports 3282 
coffee exports 1562 
Merchandise imports 5358 
Trade balance -2076 
Current account balance -2885 
Gross international reserves 4893 


External Debt ($ millions) 

Total 10608 
Medium term 7270 
Short term 3338 
Total debt service 1748 
Debt service/current account 

receipts 31.9 


Bilateral trade and investment ($ millions) 
Exports to U.S. 696 
Imports from U.S 1879 
Trade balance -1183 
U.S. investment, as of Dec. 31 713 
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Economic Trends Report 
Colombia 
SUMMARY 


The Colombian economy performed better than predicted in 1984, 
with real growth of 3.0 percent. Import reductions, increased 
exports and stimulative fiscal policy were key factors. Money 
growth was relatively restrained, with central bank credit to the 
public sector being the most important expansionary factor. 
Still, the recovery was flawed by high unemployment, accelerating 
inflation, and financial sector difficulties, all of which 
increased in the second semester. Wages too generally increased 
at a slower rate than in the past. Pointing to the problems of 
high unemployment, inflationary expectations and slowdown in 
production, most observers are skeptical that strong growth will 
continue in 1985. 


The government has introduced an adjustment program to reverse a 
substantial deterioration in its balance of payments, as well as 
Colombia's weak overall economic and financial performance. It 
recently negotiated with commercial banks to arrange a medium 
term, $1 billion loan to finance 1985 and 1986 needs. 
Disbursements will be contingent on IMF endorsement of Colombia's 
economic performance, although no formal standby arrangement was 
necessary. 


Many Colombians, while acknowledging that a few austere years lie 
ahead, point to improved export prospects, particularly for coal 
and oil, and the willingness of banks to extend more credit as 
reasons for a prevailing attitude of cautious optimism about the 
future performance of Colombia's economy. 


ECONOMIC PERFORMANCE 


The Colombian economy grew by 3.0 percent in 1984, mostly due to 
import reductions, increased exports and stimulative fiscal 
policy. The industrial sector led the growth. Although the 
reactivation was general, capital intensive industries benefited 
the most. Strong production and sales were made possible by 
import restrictions coupled with higher demand generated by 
government spending and higher real wages. 
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Output growth during 1984, however, did not create new jobs. In 
fact, the absolute number of industrial jobs decreased by 
slightly over 1 percent in the first 10 months of 1984. 

Continued recession and a rapidly growing work force pushed 
unemployment on Colombia's four major cities from 12.5 percent in 
December 1983 to 13.4 percent a year later. Record high 
unemployment continued to rise to 14 percent in March 1985. 


Agricultural production lagged in 1984, primarily due to a large 
fall in the coffee crop. Results for agricultural output other 
than coffee were mixed and the entire sector grew by less than 
one percent in real terms. The poor performance was due to a 
combination of bad weather, costs rising faster than agricultural 
prices, and reduced public investment and credit. Agricultural 
exports of coffee, cotton and bananas increased. 


Nineteen eighty-four was also a bad year for commerce. The 
principal problem is supply, suggesting that import restraints 
and the inelasticity of domestic production are adversely 
affecting retail sales and profits. The new value-added tax also 
further dampened demand. Surveys conducted at the end of 1984 
aka that merchants remain pessimistic about the business 
climate. 

Construction activity weakened in 1984, although it was high by 
historical standards. Prospects are less bright for 1985, 
primarily due to lack of financing. Despite government actions 
to raise yields on deposits in savings and loans, strong 
competition from other public debt instruments has eroded their 
ability to compete for new deposits. Also, fiscal constraints 
have limited the budgets of public sector housing institutions. 


Energy was the most dynamic sector and new energy supplies will 
be a key to economic improvement. In 1984, oi] production rose 
by 10 percent to 167,000 barrels per day. Both crude and 
gasoline are imported to fill the daily deficit of about 50,000 
barrels. In 1984, Colombia exported sufficient fuel oi] to 
offset the cost of petroleum imports. The recent discovery of a 
large oilfield in the Llanos region has raised Colombia's proven 
reserves to over 1.2 billion barrels. That plus more intensive 
recovery efforts in known fields assure that Colombia will be a 
net oil exporter by 1987 when a pipeline to market the oil is 
expected to be in service. Exports should continue at least into 
the early 1990s. Accelerated exploration of promising 
sedimentary basins should prolong its status as an oil exporter. 
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Coal exports from the Cerrejon mine began in 1985. They will 
climb to 15 million tons by 1989 and continue well into the next 
century. Cerrejon coal appears to have excellent acceptance, 
especially in Europe. The growth of domestic energy demand has 
slowed in the 1980s, making it easier for Colombia to export more 
energy. 


GOVERNMENT FINANCE 


The national government's budget deficit increased by 57 percent 
in 1984 in respect to 1983. Expenditures outpaced revenues in 
spite of higher income and sales tax collections. Investment 
expenditures fell in real terms, with the agriculture and health 
sectors being hardest hit. Deficit financing came primarily from 
monetary emission and new goverment domestic debt. The size of 
the deficit held down the growth of credit to the private sector 
and put upward pressure on domestic interest rates. 


Tne deteriorating fiscal situation has forced the government to 
ask Congress to enact a series of austerity measures that will 
undoubtedly constrain aggregate demand. One of the main 
objectives of Colombia's adjustment program is to reduce the 
overall public sector deficit from 7.6 percent of GDP in 1984 to 
4.9 percent in 1985, basically through revenue measures and a 
tight expenditure policy. In December 1984, Congress raised 
certain taxes and rescinded other tax benefits. The GOC also 
increased public service tariffs and gasoline prices. During an 
extraordinary session in 1985, Congress also approved new 
government debt issues and an increase in the money supply. 
Expenditure restraint, both on current and capital outlays, is 
expected to produce modest cuts. Investment will be limited to 
the highest priority projects. The rest, mainly in the electric 
sector, have been postponed. The government expects to finance 
the 1985 deficit largely through foreign loans from commercial 
banks, particularly for oil and coal projects essential to 
increase exports. 


MONEY AND INTEREST RATES 


In 1984, the behavior of monetary variables was driven by falling 
reserves and central bank credit to the public sector. Monetary 
policy aimed to balance the need to finance governmental 
expenditures and provide needed liquidity for the financial and 
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productive sectors without losing control of money growth. Money 
supply (M1) grew by 23 percent in 1984, a result considered 
reasonably satisfactory by the authorities. Net credit to the 
public sector was the only important expansionary factor. The 
government plans to reduce substantially the overall expansion of 
credit during 1985 in order to alleviate pressure on balance of 
payments. 


With inflation falling during most of 1984, real interest rates 
increased correspondingly. During 1984 and into 1985, interest 
rates on credit and deposits are 45 percent and 35 percent, 
respectively, or about 18 percent and ten percent in real terms. 
Subsidized credit at rates ranging from 20 percent (export 
credits, central bank financial democratization lines) to 37 
percent (central bank private investment fund) is available for 
special purposes. During the first half of 1985, rising 
inflation and a higher rate of devaluation have tended to put 
upward pressure on rates. The government has recognized that 
current high levels of interest rates are necessary to encourage 
financial savings and their retention in the country. Hence, it 
is committed not to interfere with market forces in the 
determination of interest rates. 


THE FINANCIAL SECTOR 
The general weakness of the banking sector became more evident in 


1984 balance sheets and profit and loss statements. Major 
problems include diminished domestic sourcing of funds, decreased 


earnings, reduced liquidity and a decline in net capital, all of 
which are tied to increasingly poor quality of bank assets. 


To alleviate these pressures, the central bank oriented its 
credit policy to facilitate the recapitalization of the financial 
sector, improve the competitiveness of savings and loans and 
increase the liquidity of banks. A banking sector 
democratization fund was established in 1983. Requirements for 
making use of this fund were relaxed in 1984 to shift emphasis 
from democratization to recapitalization. The government is 
studying additional measures to help improve the financial 
situation of commercial banks such as helping them fund 
rescheduling of private sector debt. 
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Both Colombian and foreign banks have also been hurt by the 
inability of private sector companies to repay their dollar 
denominated debts. In 1984, the Government approved a plan, 
Resolution 33, to assist the private sector to refinance $700 
million of external debt. The plan provides a graduated 
amortization schedule and a degree of protection against exchange 
risk. Although several companies have negotiated refinancing 
plans under Resolution 33, none have yet been implemented. 


THE EXTERNAL SECTOR 


Colombia's balance of payments shifted from a $5 billion 
accumulated surplus in 1981 to large deficits in subsequent 
years. The shift reflected a drastic weakening of the current 
account and a large reduction in the net inflow of private 
capital. By mid 1984, the Government was forced to impose severe 
restrictions on imports as part of more general belt tightening 
measures. 


Colombia's external accounts improved markedly by the end of 
1984. Changes included a smaller merchandise trade deficit, a 
continued large deficit on services account and larger inflows on 
the capital account than in 1983. The improvement in the trade 
account was largely due to a sharp fall in imports. 1984's 
current account deficit of $1,706 million was financed in part by 
net capital inflows of $418 million and reserve losses. The net 
reserve loss was $1,289 million dollars, leaving gross reserves 
of $1,887 million and net reserves of $1,795 million. 


These improvements have continued through the first 5 months of 
1985. Gross reserve loss has been limited to $96 million as net 
capital inflows of $127 million partially offset the current 
account deficit of $233 million. Comparing year-to-date 
statistics for 1984 and 1985, total exports have increased by 29 
percent and non traditional exports rose by 15 percent. Over the 
same periods, total foreign exchange outflows are down by 15 
percent with imports alone down by 28 percent. 


The government sees total reserve losses in 1985 of only $75 
million. According to its outlook, the trade account will move 
from a $300 million deficit in 1984 to a small surplus in 1985. 
The current account deficit is expected to be $1.4 billion. Net 
capital inflows of $1,325 million are expected, reflecting both 
an increase in net disbursements to the public sector and a 
substantial improvement in net private capital flows. 





The government has made substantial progress towards fully 
reversing the real appreciation of the peso, which has occurred 
since the mid 1970s. In 1984, devaluation reached 28.3 percent. 
In 1985, the peso/dollar exchange rate has moved from 114 to 133 
over the first 4 months of 1985, well within the 15 percent real 
devaluation that is being sought. Knowledgeable observers expect 
the nominal rate of devaluation of around 45 percent in 1985. 
This policy is expected to strengthen Colombia's balance of 
payments position and permit a gradual reversal of exchange and 
trade restrictions which were made increasingly stringent in 1983 
and 1984. These included a prohibition on a large group of 
customs items, obligatory barter trade for a smaller group and 
across-the-board increases in import tariffs and prior import 
license restrictions. This process is already underway. 


THE ADJUSTMENT PROGRAM 


The deteriorating economic and financial performance of recent 
years, coupled with problems in the rest of Latin America, 
deterred commercial banks from lending to Colombia. Faced with a 
large cumulative balance of payments deficit funded primarily by 
rapidly falling reserves, the Government adopted an orthodox 
economic adjustment program in the last half of 1984 in order to 
reestablish its creditworthiness with the international financial 
community. The program is designed to reestablish an external 
balance of payments equilibrium and provide a basis for sustained 
economic growth and an improvement in employment and income 
distribution in the medium term. 


The adjustment program's main thrusts are to significantly reduce 
the public sector deficit, tighten monetary policy and implement 
an adequate exchange rate policy. Fiscal adjustment will be 
accomplished through a combination of revenue measures and a 
tight expenditure policy. Plans for reduced public sector 
investment in 1985 reflect a reassessment of priorities with 
emphasis on the social sectors and on coal and oil projects 
designed to increase export revenues. 
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Adjustment Program Objectives 


1984 1985 1984 1985 
Billions of pesos as 


Public sector financing 
deficit -282 -225 
foreign financing 89 173 
drawings 146 274 
amortizations - 57 -101 
domestic financing 193 52 
central bank 155 45 
financial system 26 5 
other 12 2 
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Current account deficit ($ millions) -1870 
Net reserve loss ($ millions) -1261 
Ml growth (percent change) 23.2 
Inflation (year end percent change) 18.3 
Real GDP growth 3.0 


Source: Republic of Colombia financing plan, 1985-1986 


Other key elements in the program include a 20 percent 
devaluation of the peso in real terms in 1985 in order to restore 
export competitiveness, a significant slowdown in the rate of 
expansion of central bank credit to the public sector in order to 
provide more credit to the private sector, eventual reduction of 
trade and exchange restrictions to facilitate export growth and a 
more adequate allocation of resources, a limit on the rise in 
total external debt and the debt service ratio to avoid balance 
of payments pressures in the future, and constraints on the 
increase in net domestic assets of the central bank with the 
objective of limiting the loss of net foreign reserves to $75 
million dollars in 1985. 


The adjustment program will not work without external financing. 
Balance of payments financing of about $1.1 billion in 1985 and 
1986 is needed because expected improvements in the merchandise 
trade account will not offset debt service outflows. 





The government, guided by a committee of commercial banks and the 
IMF, has put together and is now trying to syndicate a $1 billion 
loan from commercial banks. Most of this loan is a rollover of 
public sector debt. On a net basis, the financing sought from 
commercial banks amounts to $194 million dollars, equivalent to 
only about a 3 percent increase in exposure. Working with the 
IMF, the Government has established performance criteria and 
obtained Fund concurrence to monitor the Colombian economy 
quarterly without a formal standby. Banks will make 
disbursements only if the Fund continues to endorse Colombia's 
economic performance. The process of trade liberalization, which 
is expected to increase the value of goods freely imported* to 
about 60 percent of all imports, is being supported by the World 
Bank with a trade policy and export diversification loan. 


IMPACT OF THE ADJUSTMENT PROGRAM 


The adjustment program clearly will have a recessive impact in 
the short term. While the Government predicts a real rate of 
growth of GDP of 2 percent in 1985, many analysts predict much 
lower rates of growth. The real decline in public sector outlays 
implied by the government's fiscal program will be accentuated by 
the income depressing effects of rising cost-push inflation and 
unemployment. The export promoting facets of the adjustment are 
likely to take hold only in the medium term. More immediately, 
rapid mini-devaluations will keep interest rates high, increasing 
the burden of financial costs, promoting inflationary 
expectations and encouraging capital flight. Adding to these 
conditions the more limited impact of import substitution on 
industry in 1985 and the fact that construction activity seems to 
have passed a cyclical peak, it seems inevitable that GDP will 
slow substantially in 1985. 


POLITICAL OUTLOOK 


Colombia is the oldest and most stable democracy in Latin 
America. The only interlude of military dictatorship occurred in 
the 1950s. Two major political parties, Liberal and 


* includes goods on the free list, those under international 
trade agreements, inputs for exports, and imports not requiring 
access to foreign exchange reserves of the central bank. 
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Conservative, have maintained a fairly even balance of power for 
over a generation. While the President is a member of the 


Conservative party, the Liberals currently control the bicameral 
legislature. 


National elections are scheduled for Congress in March 1986 and 
for the President next May. The current President, Belisario 
Betancur, who was elected in 1982 on the Conservative ticket, 
will leave office in 1986 as he cannot succeed himself. The new 
president will assume office in August 1986. 


At present, it appears that Alvaro Gomez, former Ambassador to 
the United States will be the Conserative candidate. Virgilio 
Barco, another former Ambassador to the United States, will be 
the Liberals' choice. Liberal strength has been split, however, 
econ emergence of the New Liberals led by Senator Luis Carlos 
Galan. 


GOVERNMENT ATTITUDE TOWARD FOREIGN PRIVATE INVESTMENT 


Over the last 2 1/2 years, the Government of Colombia has shown a 
more favorable attitude toward foreign direct investment. 
Liberalized policies and procedures have been implemented to 
facilitate the operations of companies with foreign ownership 
and, for the first time in recent years, serious efforts are 
being made to attract new investors. The government has raised 
the permissible level of profit remittances, liberalized local 
control requirements and other restraints, and created additional 
incentives for export oriented investment projects. 
Significantly, there is now discussion of allowing investment in 
the financial and insurance sectors, where it had previously been 
highly restricted. 


Foreign investment in Colombia is governed by Decision 24 of the 
Andean Pact and its Colombian enabling legislation, as well as 
Decree 444 of 1967, Colombia's foreign exchange statute. The 
basic concept is one of a limited role for foreign investment, 
complementary to domestic capital. Investment is allowed and 
even encouraged in certain sectors in order to provide technical 
know-how, stimulate competition, promote regional development, 
and increase exports. Investment in certain sectors, such as 
banking and insurance, is strictly limited or even prohibited. 
The legislation generally requires new foreign investment to form 
mixed Colombian corporations in which the maximum of 49 percent 
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is owned by foreigners. Exceptions to this rule are widespread 
and include investments in petroleum, coal, export industries, 
and free trade zones. There is a general consensus that 
Colombia's enforcement practices adhere closely to the 
legislation. More details are available in a report on the 
investment climate (Bogota airgram 001 - February 13, 1985). 


At the end of 1984, total foreign investment registered in 
Colombia was $1,731 million of which the total U.S. direct 
investment was $969 million. The United States has been the 
largest single foreign investor in Colombia, accounting for 56 
percent of total investment. The increase in investment has been 
concentrated in the extractive industry (mainly oil, nickel and 
coal) and the energy sector. 


From 1979 to 1983, the National Planning Department has approved 
820 investment projects for a total of b2. 046 million. Six 
sectors absorbed 96 percent of total investment. The largest 
single foreign investment project during the period was the 
Cerrejon coal project, totaling $1,249 million. The 
manufacturing sector continues to be an important recipient of 
foreign investment. 


Foreign Investment in Colombia by Sector: 1979 - 1983 


Sector Millions of Dollars Percent 


Chemicals 198 
Food 49 
Metal working 145 
Mining 1,400 
Paper 98 
Services 66 


Source: National Planning Department 


The Government of Colombia has an information office at the 


National Planning Department to assist foreign investors. The 
address is: 


Departamento Nacional de Planeacion 
Atencion: Sr. Freddy Castano 
Calle 26, No. 13-19, piso 15 

Bogota, Colombia 
Telex 45634, Telephone 282-2585 
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IMPLICATIONS FOR U.S. BUSINESS 


In an effort to conserve its foreign reserves, Colombia imposed 
very restrictive measures on imports in 1984. As a result, they 
decreased by 21 percent compared to 1983. Nonetheless, the U.S. 
share of the total Colombian import market only declined to 34 
tie sui fl 1984 ($1,371 million) from 35 percent in 1983 ($1,739 
million). 


The United States continues to be Colombia's most important 
market. Total Colombian exports to the United States increased 
by 20 percent to $977 million in 1984 from $850 million in 1983. 


Trade prospects through 1986 do not appear encouraging because 
of the limited availability of foreign exchange and slow 
economic growth. Beyond 1986, however, foreign trade is 
expected to become more dynamic if the economic adjustment 
program is successful. Moreover, coal and oil exports will 
provide new sources of foreign exchange earnings. Colombia has 
also recently obtained new commercial and development bank 
credits. 


Sectors offering the best market opportunities in the short and 
medium term include: 


-- electric power 

-- oil and gas industries 

-- food processing 

-- safety and security 
ELECTRIC POWER 


At the end of 1984, the total installed capacity of Colombia's 
electric power generation system was 5,648 MW, 70 percent of 
which is hydropower. There are currently ten hydropower plants 
and three thermoelectric units under construction. These will 
add 4,300 MW of installed capacity. Other projects planned for 
the 1990s include six more hydroelectric plants and three other 
thermoelectric plants. The estimated cost of the electric sector 
investment program for 1985-1997 including transmission systems 
is about $7,400 million (in 1983 prices). 
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Over the last 5 years, the United States has kept about 27 
percent of the import market. The value of imports was 184 
million dollars in 1980 and rose to 277 million in 1982, the 
highest for the reference period. Main competitors have been 
Japan, West Germany, Spain, France and Italy. 


OIL AND GAS INDUSTRY 


Opportunities are excellent for manufacturers of equipment for 
the oil and gas industry. Oil discoveries in 1984 doubled 
Colombia's recoverable crude oil reserves to 1,117 million 
barrels. Reserves could continue to increase significantly over 
the next 5 years as oil exploration proceeds at an accelerated 
pace in promising basins in Colombia's Eastern Plains (the 
Llanos) and other areas. The use of enhanced oil recovery 
systems in existing fields will also help boost oil production. 


In 1984, Ecopetrol initiated a five-year investment program. 

This plan calls for Ecopetrol to invest $2.1 million in 
exploration, refineries, pipelines and other projects. Ecopetrol 
expects to spend about $500 million per year through 1988. This 
does not include investments which foreign firms will make under 
concession or association contracts. 


Foreign companies have active exploration programs in many parts 

of the country. They spent 102 million dollars on exploration in 
1984. The pace of exploration has accelerated after Occidental's 
big discovery in the Department of Arauca. Twenty three 


association contracts were signed in 1984 covering 2.4 million 
hectares. As of December 31, 1984, 59 association contracts were 
in force covering 7.7 million hectares. More contracts are 
expected in 1985. 


FOOD PROCESSING 


Conditions are expected to improve during the second half of the 
decade in the food processing sector, reversing a decline since 
1982 in imports of agricultural and food processing equipment. 
Colombia is trying to attract foreign investment for the food 
processing and fishing industries. An investment forum is 
planned in Cali in October 1985 to present some 140 projects to 
potential foreign investors. In addition, the import duties on 
agricultural inputs, as well as food processing and agricultural 
equipment are being revised. Some have been reduced already. It 
is also expected that the Colombian Government will continue to 
reorient trade policies in favor of agriculture to lower 
inflationary pressures from food supply shortages. 





SAFETY AND SECURITY EQUIPMENT 


Insecurity and a new government industrial safety code will make 
this sector expand rapidly over the coming years. The size of 
the import market is approximately $20 million a year. Local 
annual production is valued at $4 million and exports are about 
three million dollars. The import market is estimated to rise by 
approximately $4 million a year in the near term. 


Market potential is good for products such as fire prevention and 
smoke detection equipment, electric and electronic burglar and 
fire alarm equipment, security communications equipment including 
closed circuit television systems, surveillance film cameras, 
digital card and computer access control systems and automotive 
security equipment. 











